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SUMMARY 


Papua New Guinea (PNG) experienced an export boom in 1979 attributable to the 
increases in gold and copper prices and to a lesser extent higher prices for coffee 
and copra. As a result, PNG attained a positive balance of payments and trade 
in 1979 and increased its foreign exchange reserves to cover 8 months' imports. 
However, there was minimal growth in 1979 as export income growth was 
countered by a decline in investment rates, a steady increase in consumption, 
and a relatively strong increase in imports over 1978. While the 1978-80 period 
in PNG is noted for economic stability but minimal growth, it has now set up a 
framework of economic stability that should be a catalyst for increased 
investment in the 1980's. 


The inflation rate increased to 7.9 percent in 1979 still well below world levels. 
A major contributor to inflation was the 30 percent increase in fuel prices. The 
Kina was revalued by 5 percent against PNG's basket of currencies on December 
17, 1979. This continued PNG'S "hard Kina strategy" of using its currency 
valuation (K1.00=$1.440) to counter imported inflation. The revaluation should 
forestall retail price increases for the first quarter of 1980. 


It is likely that the Government of PNG will sign an agreement by Spring 1980 to 
begin the $1,000 million OK Tedi copper/gold project in the Western Province. 
Actual construction would not begin for at least another year. 


While investment rates were low in 1979, new investment has come from 
diversified sources. South Korean, Philippine, Hong Kong, Indonesian, and Indian 


investments were added to the traditional Australian, United Kingdom, and 
Japanese interests and augur greater economic ties between PNG and Asia. 


The financial sector of PNG is reaching maturity. The Bank of Papua New 
Guinea has taken over the provision of foreign exchange cover for exports and 
imports. PNG's first merchant bank was established, and the Government is 
considering a limited issue of treasury paper in early 1980. 


Meanwhile, PNG ‘faces challenging socio-economic problems in the 1980's. The 
National Public Expenditure Plan (NPEP) is slowly increasing its tight fiscal 
control over the remaining 75 percent of the PNG budget, which has a 
disproportionate commitment to current expenditures especially wages and 
salaries. Energy supplies will continue to be more costly and less dependable. 
Housing shortages in the cities are increasing as land becomes scarcer. Inaction 
on the delicate issue of communal land rights will exacerbate the problem of the 
land shortage. Import demand is now attributable to the indigenous population as 
rapidly changing lifestyles and tastes increase expectations. There could be 
some wage-push inflation in the near future as labor agreements come up for 
renegotiations in March 1980. Nevertheless, PNG's immense resource base, 
practical policymakers, and relatively low population should see it through these 
difficulties. 





TABLE I - KEY ECONOMIC INDICATORS 


All values in million Kina Exchange Rates: K1.00 = (7/76) $1.2995; 
unless otherwise specified (12/77) $1.320; (12/78) $1.4530; 
(09/79) $1.4125; (02/80) $1.440 


IT A (76) B (77) C (78): D (Sept.'79)2/ 


INCOME, PRODUCTION, EMPLOYMENT 


Gross National Product (CY) (76-FY) 1,107 ‘ 1,353 
GOP at Current Prices (CY) (76-FY) 1,069 ‘ 1,334 
GDP at FY 1973 constant (Kina) 
Purchaser Value b/ 811 860 (est) 
Growth Rates (%) c/ 1.6 : 0.4 
Per Capita GIP (USS, CY) 450 600 (est) 
GDP Market Component at FY 1973 d/ 
Purchaser Value (%) 79.2 ‘ ~ 
GW at FY 1973 Purchaser Value (% non-market) 20.8 - 


MONEY AND PRICES 
Money Supply (last Wed. of December) 


M 1 (cash plus demand deposits) 
M2 (1 plus time accounts) 
M3 @ 2 plus ees) 
Commodity Stabilization Fund 
cr M3 — 
e 


Bougainville Copper Ltd 
Deposits in M 3 (Kina) 


EXTERNAL PUBLIC DEBT (USS, CY) 

Outstanding (including undisbursed, 
year-end 

Outstanding (disbursed only, year-end) 


BALANCE OF PAYMENT AND TRADE (CY, KINA) £/ 


Gold & Foreign Exch. Reserves (12/30) 

No. of Months of Imports Net Foreign 
Assets Could Pur 

Balance of Payments 

Balance of Trade 

Exports 

Imports 

Exports to the U.S. 


s. b/ 
Imports from the U.S. 





FOOTNOTES: (Table I - Key Economic Indicators) 


a/ 


September 1979 figures are only official 
statistics available until end of March 1979. 


Asian Development Bank and Bank of Papua New 
Guinea estimate no growth in real GDP for 
(CY) 1978. 


IMF estimates 1978 GNP at SDR 400, 
Data supplied by Asian Development Bank. 


Service payment as percent of exports of 
goods and services. 


Bank of Papua New Guinea revised 1977 and 
1978 figures considerably over its initial 
estimates in last Economic Trends. 


Balance on current and net capital accounts 
including aid transfers. 


78 Exports to U.S. 
78 Imports from U.S. 
79 Exports to U.S. 
79 Imports from U.S. 





664,912 * 229.3 | 427,265 


46,119 107.2 40,276 


29 ,392 ‘ 27,129 63.0 22 ,300 


(117,476 . 121,252 


25 ,056 ‘ 46,719 
479 


N/A 


a/ Value to Kina millions: volumes in tons; copper concentrates - 
dry tons; Forest Products - 0003. 


Comment 1: With the continued rise in prices of copper and gold, 
CY 1979 copper concentrate figures should be over Kina 340 million 
with production less than 600,000 dead weight tons while the non- 
mineral commodities should have similar proportionate CY 1978 to 
CY 1979 figures as of the end of the third quarter. 


Comment 2: As volumes remained static, PNG value exports can be 
attributed to commodity price rises. 


Comment 3: Imports contimed their annual steady increase. From 
September 1978 to September 1979, Kina 358.9 million to Kina 

392.9 million demonstrating a 9.5 percent increase. At the end of 
the December quarter, imports should show a 10 percent increase 
from the 1978 figure. 4 





ECONOMIC BACKGROUND 


Papua New Guinea's (PNG) economy is divided into a subsistence economy on 
which approximately 70 percent of the population of 3 million and the market 
sector are dependent. The latter includes the Government and business sectors 
(expatriate management with growing indigenous involvement in management 
and equity), Papua New Guineans working in urban areas, and Papua New 
Guineans in rural cash cropping. The acute shortage of technical skill in the 
market sector makes it highly dependent on foreign technical skills. The market 
sector is highly susceptible to the vagaries of external prices. PNG revenue 
earnings depend almost entirely on three basic commodities: copper 
concentrates, coffee, and cocoa. PNG also receives approximately Kina 180 
million annually in Australian untied aid. On the expenditure side, the market 
sector depends on outside imports since PNG's highly fragmented domestic 
market discourages local production. There are only seven towns in PNG with 
populations over 10,000. Urbanization is increasing rapidly (9 percent in 1978). 
In Port Moresby, the capital, the population of over 100,000 is expected to reach 
200,000 by 1985. Lae, the light manufacturing and industrial center, has a 
population of 60,000 which is also expanding rapidly. The lack of transportation 
contributes significantly to the fragmentation of the PNG market. There are no 
railroads and few roads (the Highlands where almost half the population is 
located has a road connection to Lae, but none to Port Moresby). Transportation 
is mainly dependent on expensive air travel. 


On the positive side, PNG's small population has a land mass larger than the 
Philippines and is endowed with ample resources. Bougainville Copper Ltd. 
(BCL) is one of the most profitable mines in the world due primarily to a large 
gold overburden. Over 50 percent of BCL's revenue in 1979 came from gold. 
There are other copper/gold reserves. In Spring 1980, the Government is 
expected to reach an agreement with a consortium to begin PNG's second 
copper/gold mining project, the $1,000 - million OK Tedi project. PNG has 
immense hydroelectric capacity as demonstrated by the technical feasibility of 
the 1800 magawatt WABO/PURARI hydropower scheme. Oil and gas exploration 
continues with over K50 million being spent on exploration in the 1970's. PNG 
has just began to exploit the potential of its growing export earner, tuna — vast 
amounts of which are found in PNG waters.When PNG became independent on 
September 16, 1975, it was in a recession due to low commodity prices. This 
depressed economy was aggravated by two uncertainties, the level of Australian 
aid and the secessionist movement at Bougainville. There was also a high 
domestic inflation rate which in turn generated pressures for wage and price 
increases. Kennecott Corporation had only recently decided not to participate in 
the OK Tedi Copper mine, and there was speculation against the external 
convertibility of the national currency, the Kina. The Government also had the 
task of reorienting PNG's economy away from Australian investment, 
consumption, and income standards to one PNG could afford. Considering the 
above problems, PNG's economic performance between 1976-80 has been 
admirable. Coffee prices escalated in 1977 bringing the economy into a 
mini-boom, and the price increases for copper concentrates in 1979 caused a 
major export boom. Stabilization funds have been built up for the coffee, cocoa, 
and copper concentrates and are now at sufficiently high levels to buffer the 
economy during commodity price cycles. The Central Bank has developed a 
"hard Kina strategy" which maintains the Kina at a sufficiently high level to 
prevent imported inflation prices and avoid speculation. In 1978 the Kina 





appreciated 7percent against the IMF basket of currencies and has appreciated 
more than 25 percent relative to the Australian dollar since independence. 
Inflation has been under 8 percent for the last 2 years. Australian aid is 
guaranteed at present levels until 1981 and is likely to continue for some time. 
The Government has established 19 provincial governments with their own fiscal 
functions which have helped defuse the secessionist movement. The National 
Public Expenditure Plan (NPEP) is in its third year and is designed to streamline 
fiseal expenditures to meet the country's developmental goals, which include 
equal distribution of benefits, decentralization, and self-reliance. 


IN VESTMENT AND TRADE 


Investment 


Since independence in 1975, the Government of PNG has been reluctant to 
encourage large - scale foreign investment. This was mainly due to the 
bureaucracy's desire to first establish a sound economic framework for the newly 
independent country. In 1979-80, the Government has more actively sought 
foreign investors. As part of this change in attitude the Government is expected 
to sign a series of bilateral investment and taxation agreements in 1980. In 
February 1980, PNG signed an investment agreement with Germany and 
agreements with the United Kingdom and Japan are expected to be signed this 
year. PNG also has an agreement with the U.S. Overseas Private Investment 
Corporation (OPIC). However, it is much less comprehensive than the German 
agreement. Double taxation agreements will also be negotiated with Australia 
and possibly Canada in 1980. PNG completed a successful investment mission to 
Australia in late 1979 and will send missions to the United States and Singapore 
in 1980. 


Probably the major investment decision to be made in PNG in the 1980's 
concerns the OK Tedi copper/gold project. This project, located near the 
Indonesian border in the North Fly district of the Western Province, will cost 
approximately $1,000 million. The project will be done in two stages: (1) 
exploitation of the gold cap on top of the ore body; (2) the copper project itself 
(with a gold overburden). In the first stage, the consortium will fly the gold out 
from an airstrip constructed at the site. The second stage will involve trucking 
(or still possibly slurring) the copper concentrate to barges at Kiunga and then 
barging the concentrate 500 miles down the Fly River and across the Gulf of 
Papua to Port Moresby. A dam will be build at OK Menga to supply 92 percent 
of the project's energy requirements. A bulk port will be built at Port Moresby 
to handle shipments. The involvement of Port Moresby on the scheme will be a 
major step in integrating the capital into the rest of the economic activity of the 
country. The consortium members are 37.5 percent Broken Hill Pty. Ltd., (Aust); 
37.5 percent Amoco Minerals Co., (U.S.); and 25 percent Kuper Explorations 
Gesellschalt MBH, (Germany). The Government has the option to take 20 
percent equity, which it will reportedly do if the project is approved. Bank of 
America is the financial advisor to the consortium members while Rothchilds and 
Sons is the Government's advisor. The project is expected to receive 
Government approval by Spring 1980, although construction will probably not 
begin until March-September 1981. 





In other mineral areas, a consortium of Mount Isa Mines (Aust); Placer (Canada); 
and Consolidated Gold Fields (U.K.) is spending several million dollars in 1980 to 
further explore the Porgera alluvial gold deposits located in the Enga Province in 
the Highlands. While far smaller than Ok Tedi, this project sould be the next 
minerals venture in PNG. The Frieda River copper project being developed by 
Mt. Isa Mines of Australia and a Japanese consortium would be the next large 
enclave project expected to be developed some 5 years after Ok Tedi. 
Meanwhile, Gulf Oil is erecting its first onshore oil rig at Kiunga in the Western 
Province. Gulf could install six rigs if they obtain favorable results from the 
first. 


Investment from Asia has increased markedly. Hyundia of South Korea, signed 
an agreement to invest K20 million ($28.9m) on a timber/wood chip project in 
West New Britain. A steel fabrication plant and a Markham Valley tobacco 
project by the Allied-Fortune group of the Philippines are also developing on 
schedule. The Ayalla Corporation of the Philippines will start a housing 
construction project in Port Moresby. An Indonesian company has started a 
knitwear factory in Lae to supply the local clothing market. An Indian company, 
Chandeurier, has been investing considerably in the agricultural sector. In 
addition Oberoi of India will construct and manage a K20 million, 300-room hotel 
on Ela Beach in Port Moresby with some equity from a U. S. company. 


In primary industry, the K77 million Ramu Sugar project has been signed with 
equity from the Commonwealth Development Corporation, Morgan Grenfell, the 
Hong Kong and Shanghai-Bank and local investors adding to the 49 percent PNG 
Government participation. Negotiations between Starkist and PNG to build a 
20,000 ton/per year tuna cannery at Kavieng, New Ireland, will be finalized in 
1980. 


Trade 


PNG is trying to lessen its traditional dependence on Australian imports. An 
example of this effort was the trip by the Supply and Tenders Board of The 
Association of Southeast Asian Nations, which include Indonesia, Malaysia, the 
Philippines, Singapore, and Thailand, to do comparative buying. The Japanese are 
the second largest supplier of goods followed closely by Singapore and then by 
the United States. 


The Japanese supply 90 percent of all motor vehicles, although there is a better 
competitive balance with the United States in the areas of heavy construction, 
port development, and transport vehicles. Highway construction, port 
developments, water supply projects, timber, and construction industries provide 
a steady demand for this equipment. In the area of consulting engineering for 
this work, the British have made substantial inroads in building and road 
construction. 


PNG's three basic imported food staples are sugar, rice, and canned fish. EEC 
sugar made substantial gains against Australian imports in 1978 (to the extent 
that Australia protested to GATT on the pricing policy). The Solomon Islands 
have begun to export rice to PNG (6,000 tons a year) but Australia remains 
responsible for most of the 80,000 tons of rice imports. Canned chicken from 
the United States and canned rabbit from China are competing with Japanese 
supplied canned fish (10 percent of all mackerel produced in Japan is exported to 
PNG). 





‘There are substantial commercial opportunities associated with PNG energy 
supply development. From 1980-87, the Electricity Commission plans to spend 
K132 million ($200 million) on five hydropower projects. The largest of these are 
the K65 million ($93.8 million) project for Kaugel and the K60 million ($87 
million) for Vanape. To date, Norconsult of Norway has done most of the design, 
consulting, and engineering work for PNG, although Snowy Mountain Engineering 
of Australia recently won the contract for the Kaugel hydropower. In solar 
energy, PNG has the first operating solar power mircrowave telecommunication 
system in the world (as of September 1978). Another system costing $5-$10 
million was tendered for turnkey construction in late September 1979. ARCO 
Solar Company supplied the panels for the first system. Alternative energy is 
costly. Other projects include a solar water heater program, rural 
electrification, a bio-gase plant, and gasohol projects. 


U. S. Business 


The names of some U. S. brands represented in PNG are Caterpillar tractors, 
Mack trucks, Kenworth trucks, Euclid ore haulers, Clark lift trucks, Terex 
skidders and haulers, ARCO solar panels, Franklin skidders, Hyster rollers, 
Amana air conditioners, Data General, National Cash Register and Digital 
computers, Coleman camping equipment, Blue Star chicken, and General Foods 
Tang. Bougainville Copper Mine (which was constructed by Bechtel) accounts for 
approximately one-third of all U. S. exports to PNG. Constraints on U.S. 
business are lack of a direct shipping route and the tendency to represent the 
market from Australia rather than locally. However, it appears likely that by 
the end of 1980 there will be a direct shipping route from the United States to 
PNG. 


Banking and Finance 


While PNG remains committed to its hard Kina strategy, there is some 
recognition that a continued policy of revaluing the Kina by 5 percent annually 
could place considerable burden on PNG's agricultural export sector. This sector 
is characterized by its 60 to 70 percent supply dependence on approximately 
400,000 small shareholders not directly involved in the wage sector yet 
dependent on external commodity price mechanisms for their income. A study 
will be made in 1980 to evaluate the effects of further upward valuations of the 
Kina on this sector. 


In 1979 the Bank of PNG assumed the responsibility of the provisions of foreign 
exchange cover for exporters and is planning to provide cover for importers 
beginning April 1, 1980. (at a higher rate than exports). Exports cover will be 
provided for periods up to 6 months, imports cover for periods up to 9 months. 
This action will eliminate the need for about $100 million annually that has been 
provided by U. S. banks in the past. 


PNG's first merchant bank, Resources and Investment Finance Limited, was 
established in 1979. It is a joint venture by the Commonwealth Trading Bank, the 
PNG Banking Corporation, and the Hong Kong, and Shanghai Banking 
Corporation. Wardley Limited, a subsidiary of the Hong Kong and Shanghai 
Banking Corporation, has established an office in Port Moresby to manage the 
Bank. The Central Bank is considering an experimental issue of government 
paper in 1980 (i.e. treasury bills). All these activities are witness to the gradual 
maturing of the PNG banking community which may offer a fledgling money 
market in the near future. 





Since independence PNG has had two overseas commercial loans. The first loan 
was provided by Bank of America (which also financed Bougainville Copper Ltd.) 
for $25 million for 10 years at 1-3/8 percent graduating to 1-3/4 percent over 
the London interbank rate (libor). The second loan was provided by Chase 
International for $35 million for 8 years at 3/4 percent over libor. There is a 
possibility that PNG will seek its third overseas borrowing in 1980 for about K40 
million ($57.7 million). 


Energy 


As with most countries, PNG experienced rapidly rising fuel costs in 1979. 
Average fuel costs rose 30 percent and rationing had to be established for 
aviation fuel. As national oil companies gradually increase their control over 
distribution, PNG remains uncomfortably reliant on its traditional oil suppliers 
(Shell, B.P., and Mobil). PNG currently utilizes 11,000 barrels per day of 
petroleum products with Bougainville Copper Ltd. using 3,500 barrels per day of 
residual fuel oil (the Ok Tedi copper project will have 92 percent of its fuel 
requirements met by hydropower). Energy demand is increasing at a rate of 
approximately 8 percent annually. Energy costs are probably most inflationary 
in terms of transportation costs for imports and internal travel. The national 
airline, which already charged some of the highest rates in the world, raised its 
fares by 18 percent in the last half of 1979. On the positive side, PNG's 
alternative energy possibilities are good. Three hydropower projects will be 
underway in the first half of the 1980's: Warangoi, Kaugel, and Vanape. PNG 
energy planners have targeted 30 percent of all non-air transport fuel to be met 
by alcohol fuel by 1990. A casava alcohol plant with an annual capacity of 2 
million liters is under constructtion in the Western Highlands. It will be the first 
of its kind in the world outside of Brazil. A unique pilot plant for pyrolytic fuels 
for industrial energy requirements has also been committed. 
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